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SUBJECTS SOVIEY GAS PIPELINEY DISCygSIONS wITH RUHRGAS

-

" REF3 STATE 264968

le (CONFIDENTIAL = ENTIRE TEXT).

-

24 SUMMARYS DURING VISIT TQ THE RULRGAS COMPRESSOR .
STATION ON THE FRG=CZECH BORDERy EMB,gSY ENERGY OFFICER
LEARNED THAT RUHRGAS DOES NOT EXPECT pRICE NEGUTIATING
SESSION IN MOSCOwW ON OCTOBER 8 YO PRppUCE AGREEMENT.
RUMRGAS EXPRESSED CONCERN THAT FRANCE WwOULD AGREE TO GAS
PRICES IN UPCOMING TALKS WITH ALGERI, WHICH WOULD BE MIGH
AND THEREBY MAKE DRICE AGREEMENT ON TnE SOVIET DEAL MORE
DIFFICULY. FINALLYs THE NEAR COMPLETON AND NEED TO -

“AMORTIZE THE COST OF THE MEGAL GAS P1pELINE ACROSS
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GERMANY TO FRANCE = A LINE JOINTLY OynED BY RUHRGAS AND
GAZ DE FRANCE « woULD APPEAR TQ BE A pOWERFUL INCENTIVE
FOR THESE FIRMS Tpo REACH AGREEMENT wWy¢M THE SOVIETS,
END SUMMARY,

3¢ PRICES == A RECENT TRIP B8Y ENERGy OFFICER TO THE
RUHRGAS COMPRESSOR STATION ON THE FRz,CZECH BORDER AT
WAIDHAUS PROVIDED AN OPPORTUNITY TO pySCUSS GAS PRICES
AND THE OCTOBER @ PRICE TALKS IN MOSCOV WITH RUMRGAS
CONTACTS, RUHNRGAS CONTINUES TU BE wgpRIED ABOUY TAK1N§
S0 LARGE A VOLUME OF GAS AT A H1GH PpiCE AND THEREBY
SEEING THMEIR AVERAGE PRICE FUR IMPORyegD GAS CLIMB DURING
A PERIDD OF WEAK GAS DEMAND.

49 THEY ARE LOOKING AT THE PFORTHCOMyNG MITTERAND TRIP
TO ALGIERS WITH TREPIDATIONe THEIR ¢gNTACTS IN 6AZ OE
FRANCE HAVE EXPRESSED CONCERN THAT Mi¢TERAND WILL AGHEE
T0 A HIGH PRICE FOR IMPORTED ALGERIA) GAS AS A MEANS 70
IMPROVE BILATERAL RELATIONSe THE SOyjETS ARE CERTAIN
TO LEARN OF ANY FRENCHeALGERIAN SETT| gMENT AND ARE
EXPECTED TO DEMAND A SIMILARLY HIGH pplCEe TO DATE»
RUHRGAS HAS BEEN ABLE TO DEFEND TO Tpg SOVIETS THE HIGH
PRICE IN THEIR CONTRACT WITH NORWAY gy THE BASIS OF
SECURITY OF SUpPPLY AND THE RELATIVELy LOW VOLUME
INVOLVED (2«3 BCM/YRe)e THEY BELIEVE A HIGH FRENCH
SETYLEMENT WILL WEAKEN THE LINE OF ApgUMENTATION THAT
THE NORWEGIAN CONTRACT IS UNIQUE AND yHAT SUCH A FRENCH=
ALGERIAN SETTLEMENT WILL SIGNAL A NEy GENERALIZED ROUND

OF GAS PRICE INCREASES.

5, TACTICS == RUWRGAS SEES THE PRESgURE NOw SHIFTING
10 THE SDVIET SIDE IN THEIR GAS PRICg TALKS, NO AGREE=
MENT 1S EXPECTED FROM THE OCTOBER 8 geSSIUN IN MGSCOWs
ANDs ACCORDING TD OUR CONTACTSs RUHRG,S SEES NO REASON
TO RUSH THINGS, THE SOVIETS HAVE SHoyN THEIR HAND BY
SIGNING EQUIPMENT CONTRACTSs AND FOR yACTICAL REASONS
RUHRGAS 1S WILLING TO SIT TIGHT AND [ gT THINGS MEAT UP
A BIT MORE., THMEY BELIEVE THE SOVIETg WANT AN AGREEMENT
BY THE TIME OF THE BREZHNEV VISITe Ag 1T WOULD ARPEAR
POES BONN., THERE DOES NOT APPEAR TO L AVE BEEN ANY
DIRECT GERMAN GOVERNMENT PRESSURE ON QUHRGAS TO SIGN
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AS YETs BUT IT MaS BEEN MADE CLEAR Tg THE FIRM THAY
BONN sQULD BE PLEASED IF THNE DEAL wEgg TU B8E CONCLUDED
FORTHWITH, ONE CONTACT EXPLAINED MOy THE FIRM COULD
RESIST ANY UNDUE PRESSURE FROM BUNN (wCAN THEY GUARANTEE
THAT WE CAN SELL THE GAS AT ANY PRICgq) BUT DID NOT SAY
THAT THESE ARGUMENTS HAD AS YET BEEN MADE.

6e RELATION OF RUHRGAS PRICES TO 0Ty gR EUROPEAN
CUSTOMERS == Wg WAVE LITTLE DIRECT EyjODENCE ON THIS POINTs
BUT HWAVE BEEN TOLD THAT PRICE 1S BEIlyg DISCUSSED SEPA=
RATELY WITH EACH PURCHASING ENTITY, [T SEEMS LIKELY

THAT RUHRGAS wILL BE THE FIRST TO SEyyLE AND THAT THEIR
PRICE wILL SERVE AS A "MARKER" FOR OynER PRICE Dl§=
CUSSIONS., DEVIATIONS FROM ANY RUMRG,g AGREEMENT ARE NUT
LIKELY TO BE GREATs ANDO alILL PRUBABLy BE BASED ON RECOG=
NIZABLE LOCAL CONSIDERATIONS. -,

Te OPAGUE PRICING == RUHRGAS LAMENTgp THE PUBLICITY
SURROUNDING THEIR RECENT NORWEGIAN ConTRACTSe AS WELL
THEY MIGMTe OUR CONTACTS WOULP NOT gLk PRICE IN
EXPLICIT TERMS, BUT CONTINUED TO SAY ¢HAT THEY WERE
SEEKING A PRICE FROM THE SOVIETS wHlcy wOULD BE TIED TU
A BASKET OF FUELS USED IN GERMANY, yyuEY HOPE TO INCLUDE
NOT UNLY LIGHT AND MEAVY HEATING UIL N SUCH A BASKET»
BUT ALSO COALs ELECTYRICITY AND EVEN | [GNITEe. BY USING
SUCH A BASKET TOGETHER wITH A MULTIP _JER OF LESS THAN 1

THEY MOPE TU KEEP NATURAL GAS PRICES ,T THE RETAIL LEVEL
JUST AT OR SLIGHTLY BELOW THE PRICES gF COMPETING FUELS
AND THEREBY AVOID BEING PRICED OUY Op THE MARKET, (GAS
PRICES CIF TO THE GERMAN BORDER» AS ypoST GERMAN CONTRACTS
ARE WRITTENs ARE MARKED UP ABDUT 20 pgRCENT TO COVER
INTERNAL TRANSMISSION COSTS AND THE jMPORTER’S MARGIN
BEFORE SALE TO MUNICIPAL UTILITIESe yyTILITIES IN TURN
MARK THE GAS UP ABOUTY 100 PERCENT PRygR TO DELIVERY TO
INODUSTRIAL CUSTOMERS. HOUSEHOLDS PAy LESS AS THE

TARIFF FOR SMALL QUANTITIES IS REGULLAYTED BY THE
MUNICIPALITY,)

B8+ OUR RUHRGAS CONTACT CAUTIONED AGLINST PUTTING TOO
MUCH WEIGHT ON ANY PUBLISHED PRICE wyiyH THE SOVIETS,
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NOTING THAT SucH A PRICE COULD DIFFER WIDELY FROM THE
ACTUAL PRICE PAIDy FOR EXAMPLE BECAUgg OF THE USE UF

AN INDEX CLAUSE SUCH AS THAT DESCRIBgp ABOVE. OUR
CONTACT CONCEEDEDys WOWEVERs THAT THE pUBLICATION OF
PRICESs PARTICULARLY IF HIGHIMAD UPT1cAL SIGNIFICANCE A7
A MINIMUMe AND AS IN THE FRENCH=ALGERjAN CASEs COULD

"CAUSE REAL TRNOUBLE."

9¢ MEGAL PIPE_LINE == TWO LINES RUN yeSTWARD FROM THE FRGe
CZECH BORDER AT WAIDHAUSe UNE 1S OwpneD BY RUHRGAS AND
CARRIES THE GAS DELIVERED UNDER THE prESENT 11 BCM/YR,
CONTRACTY, THE OTHER LINE IS OWNED 8y MEGAL GMBM AND RUNS
WESTWARD TO THE FRENCH BORDER BETWEEN ZWEJIBRUCKEN AND
PIRMASENS, THE MEGAL LINE WAS ORIGIpNALLY BUILT TO HANDLE
6AS FROM THE TRIANGULAR IRAN=SOVIETeypST EURUPEAN DEALY
I6AT, THE MEGAL PIPELINE IS IN PLACE, PARALLEL TG THE
RUHRGAS LINEs AND 1S PARTIALLY OPERA7TjONALe (PIPE AND
SWITCHING APPEAR COMPLETEs BUT THE FIpnAL COMPRESSOR Id
STATIONS DO NOTY COME ON LINE UNTIL EpaplLY 1982,) MEGAL 1S
A JOINT VENTURE OF RUHRGAS AND GAZ Dg FRANCEe AND THE
LINE AND COMPRESSOR STATIONS HAVE BEg) CONSTRUCTED BY
PIPELINE ENGINEERINGs A RUHRGAS SUBSIplARY, (THE MEGAL
STATION AT wAIDHAUS USES TWO INGERSO | =RAND JET
DERIVATIVE COMPRESSORS.)

10e THE EXISTENCE OF SUCH A LINE ME NS THAT NEARLY ALL
OF THE INFRASTRUCTURE FOR :ONWARD DEL3yERY OF ADDITIONAL

AMOUNTS OF SOVIET NATURAL GAS WITHIN GERMANY AND TO
FRANCH IS IN PLACE. IN FACTs THE NEy DEAL CAN BE VIEWED

AS A MEANS OF AMORTIZING A RATHER SUggTANTIAL CAPITAL
INVESTMENT wHICH wOULD OTHERWISE BE pge LITTLE USE. (THE
LINE ]S NOW AND CcOULD CONTINUE TO BE SED AS A BACKUP TGO
THE RUHRGAS LINE wHEN THE LATTER IS poWN FOR SERVICING
BUT #wOULD NOT WAVE BEEN CONSTRUCTED gpR THIS PURPOSE.)

1le¢ ITALIAN AND AUSTRIAN DELIVERIES .= RUMRGAS OFF]ICIALS
TOLD US THAY IT 1S PROBABLE THAT ANY GAS FROM THE NEW

DEAL DESTINED FOR ITALY OR AUSTRIA woylD BE SENT FROM THE
CZECH GAS NET TO ITS DESTINATION VIA yHE PRESENT CONe- -
NECTION ®ITH AUSTRIA AT BAUMGARTEN R,LoyHER THAN V1A
WAIDHAUS, THIS woULD MEAN THAT GAS ppgR THE FRGs FRANCE»
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BELGIUNy AND THE NETHERLANDSs TOTALLyNG ABOVUT 25 BCM/ YR
OF THE 40 BCM/YR, INCLUDED IN THE NEy DEALs wOULD BE
DELIVERED VIA waAIDMAUS. BURNS

END OF MESSAGE CONpyDENTIAL
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